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Abstract
Th i s p a p e rf i r st p r o v i de s at wo f o l d t e st o ft h eCa r d a n d Le mi e u x[ 2 0 0 1 ]
h y p o t h e si s t h a tv a r i a t i o n i n c o l l e g e a t t a i n me n tg r o wt h r a t e s c a n h a v e a
su b st a n t i a l i mp a c to nc o h o r tsp e c i f i cr e t u r n s t oc o l l e g e . Mo sti mp o r t a n t l y , t h i s
VWXG\H[SORLWV%ULWDLQ·VH[SDQVLRQRILWVKLJKHUHGXFDWLRQV\VWHPEHWZHHQ
a n d 1 9 9 4t osh o w t h a tt h er e c e n ti n c r e a sei nc o l l e g ea t t a i n me n tg r o wt hr a t e s
h a s de c r e a se dFROOHJHSUHPLXPVIRU%ULWDLQ·V\RXQJHVWZRUNHUV. Th i s i s i nl i n e
wi t ht h ep r e di c t i o n s f r o m a na dv e r sesu p p l ysh o c ki nasi mp l ea g g r e g a t emo de l
o fr e l a t i v ede ma n d f o ra n d su p p l yo fc o l l e g el a b o r . Mo r e o v e r ,t h i s p a p e r
c o n j e c t u r e s t h a tasi mp l ede ma n d-su p p l ymo de lc a ng oasu b st a n t i a ldi st a n c e
t o wa r ds e x p l a i n i n gt h ev a r i a t i o ni nt h eUK e c o n o my -wi dea v e r a g er e t u r nt o
c o l l e g ea n d o v e r a l l wa g ei n e q u a l i t y .
*Iwo u l d l i k et ot h a n kMi c h a e l El sb y , St e p h e nMa c h i n , Al a nMa n n i n ga n d Co e nTe u l i n g s f o r
h e l p f u l di sc u ssi o n s. Addr e ss o fc o r r e sp o n de n c e : Ma a r t e n .Go o s@e c o n .k u l e u v e n .b e .2
I. Intro ducti o n
Figure I plots the fraction of articles published in the Journal of Labor
Ec onomi c s , the leading field journal for labor economists, in which the word
´GHPDQGµRU´VXSSO\µfeatures at least once in either the abstract ( left axis)or
the full text ( right-D[LV)RUH[DPSOHLQWKHZRUG´GHPDQGµRU´VXSSO\µ
occurred at least once in 20 percent of all abstracts whereas in 2001, it only did
in 10 percent of all papers. Searching the full-text documents learns that in
SHUFHQWRIDOODUWLFOHVPHQWLRQHG´GHPDQGµRU´VXSSO\µDWOHDVWRQFH
ZKHUHDVLQ´GHPDQGµRU´VXSSO\µZDVQHYHr mentioned in more than
one out of five articles.
Given the downward trend in the XVHRI´GHPDQGµDQG´VXSSO\µD
natural question to ask is whether labor markets have become increasingly
more complex such that the simple demand-supply model is no longer
appropriate or whether attention has diverted away from the textbook model
of labor markets for some other reason. In light of this question, this paper
argues it is not the end of the textbook model as we know it and shows that a
simple aggregate demand-supply model can go a substantial distance towards
explaining recent changes in employment and wages.
In particular, this paper builds on existing work by Card and Lemieux
[2001] ( CL)who use the UK General Household Survey ( GHS)between 1975
and 1996to argue persuasively that, for cohorts born between 195 5and 1970,
there was a slowdown in the growth of college attainment. In line with a simple3
demand-supply model, they then show that the decrease in the relative supply
of college graduates for cohorts born between 1955 and 1970 lead to an
increase in college premiums for these workers.
This paper first provides a twofold test of the CL hypothesis. Making
use of the GHS between 1975 and 2003 (rather than 1996), it is examined
whether the college premium for older workers increases as cohorts born
between 1955 and 1970 move into the older age brackets in our sample.
Moreover, this paper H[DPLQHVZKHWKHU%ULWDLQ·Vrecent expansion of its higher
education system between 198 8and 1994 has decreased college premiums for
cohorts born after 1970. In line with the CL hypothesis, it is shown that
changes in the relative supply of college workers can have a substantial impact
on the cohort specific college premiums.
Finally, this paper provides some conjectures about the predictive
power of the simple demand-supply framework in explaining changes in the
overall college premium and overall wage inequality. It argues that a substantial
part of the variation in the economy-wide average return to college and wage
inequality can be captured by a simple aggregate model of relative demand for
and supply of college labor.
The remainder of this paper is organiz ed as follows. Section II contains
a textbook model of aggregate labor demand and supply. Section III examines
the impact of cohort specific college attainment rates on cohort specific
returns to college in a number of ways. Finally, Section IV analyz es how much4
of the change in the overall average college premium and wage inequality can
be explained by a simple demand-supply model. The final section concludes.
II. A Te x tbookMode l ofLabor De mand and S uppl y
Assume aggregate production in period t takes the following CES
form:
(1)   U U U T T
1
t c t t h t t C H Y   
where h t T and c t T are technological efficiency parameters (assumed to be time
specific) and where 1 d  f  U is a function of the elasticity of substitution
( E V U 1 1   ) between high school ( t H ) and college graduates ( t C ) in
production.
If younger and older workers with the same education are not perfect
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where j D and j E are age-specific relative efficiency parameters and where
1 d  f  K is a function of the elasticity of substitution ( A V K 1 1   )
between high school or college graduates of a different age.
Efficient utilization of different skill groups then requires that the
relative wages of college workers equal their relative marginal product within5
each age-year group. Writing the mean wage of high school and college
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The second term on the right-hand side of (3) reflects changes in the relative
efficiency of college labor such as skill-biased technological change,
globalisation or other relative demand shocks. The third term accounts for
changes in the aggregate relative supply of educated labor over time whereas
the fourth term reflects the importance of age-year specific variation in the
relative supply of college graduates (relative to changes common across age
groups) and its coefficient thus measures the imperfect substitutability between
workers of a different age. The final term reflects sampling error.
Assuming that the relative supply of skilled labor is fixed at any point
in time, equation (3) can be seen as analysing the importance of aggregate
changes in the relative demand for and supply of college workers. For example,
in the less general case of perfect substitution between workers of different
age, 1   K and the CES aggregates in(2) are just the sum of workers across age
groups. In this case, A V is not finite and (3) simplifies to:
·
1
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where the first term on the right-hand side of (3)· reflects changes in the
relative demand for college labor and the third term accounts for changes in
the relative supply of skilled labor over time. %DVHGRQHTXDWLRQ·Figure II
graphically summarizes what would happen to the average college premium in
case an increase in the relative demand for college labor driven by skill-biased
technological change and a decrease in the relative supply of college workers.
III. The Contraction and Expansion of Hig her Education in
Britain
The continuous increase in the college-high school wage gap together
with the relative increase in educated labor over the past twenty-five years has
made many to believe that a secular increase in the relative demand for
educated workers can go a substantial distance towards explaining college
premiums (see Author, Katz and Kearney [2004] for the most recent overview
of a very large literature). Though much less little attention has been given to
the importance of changes in the relative supply of college workers, one
notable exception is Card and Lemieux [2001] (CL). Based on the simple
demand-supply framework captured by (3), CL use the UK General
Household Survey (GHS) between 1975 and 1996 to argue that college
premiums for cohorts born between 1955 and 1970 are higher due to a
slowdown in the growth of educational attainment between 1973 and 1988.
1
1 If college attainment rates are increasing at a constant rate, the relative supply of college
workers by age-year groups would increase proportionately over time. If this would be the
case, all the variation in college premiums would be captured by just a time trend. Equation (3)
thus provides a test for the importance of any acceleration or d eceleration in educational attainment7
To see this, Figure III documents the fraction of higher education
graduates by birth cohort pooling all GHS samples from 1975 to 2003. The
group of college graduates consists of all workers with a college degree or a
GLSORPDIURPDSURIHVVLRQDOLQVWLWXWLRQEHORZGHJUHHOHYHOEXWDERYH*&(¶$·
level standard. In contrast, the group of high school graduates consists of
WKRVH ZKRVH KLJKHVW TXDOLILFDWLRQ LV DQ\ QXPEHU RI ¶$·- RU ¶2·-levels,
apprenticeships or workers with no qualifications. Relative supply measures are
constructed by summing up usual weekly hours worked by all male workers.
The Data Appendix provides more detailed information on how the relative
supply of college graduates is measured consistently over time.
Figure III reflects the sharp and sudden changes in educational
attainment growth rates in the UK for different birth cohorts. First, as already
documented by CL using the 1975-1996 GHS, there was a slowdown in the
inter-cohort trend of increasing educational attainment starting with cohorts
born just after 1955 and up to 1970. Second, Figure III also shows the recent
H[SDQVLRQ LQ %ULWDLQ·V KLJKHU HGXFDWLRQ V\VWHP EHWZHHQ  DQG 
corresponding to higher college attainment growth rates for cohorts born
between 1970 and 1976. According to Walker and Zhu [2005], the recent
expansion of higher education followed the removal of quotas on student
numbers and the payment from central government for teaching each student,
encouraging institutions to expand student numbers.
if part of the variance in the relative supply of college workers by age-year cells is driven by
differences in cohort attainment growth rates. This model thus shows that it is not just the
level of educational supply that matters but also its rate of change.8
The inter-cohort differences in educational attainment growth rates
shown in Figure III imply that the relative supply of college graduates might
differ systematically by age. To see this more clearly, Figure IV plots the
residuals from a regression of the log difference between hours worked by
higher education graduates and high school graduates onto a set of dummies
for age group and year group fixed effects. Residual relative supply of workers
aged 26-VWDUWHGWRGHFUHDVHLQWKHHDUO\·VIROORZLQJWKHVORZGRZQLQ
college attainment growth rates for cohorts born just after 1955. The decrease
in the relative supply of workers aged 26-30 continued up to about 1995 when
cohorts born in theHDUO\·VHQWHUWKHVDPSOLQJIUDPH,QWHUHVWLQJO\WKH
relative supply series for the youngest workers increased again between 1995
DQG  IROORZLQJ WKH H[SDQVLRQ RI %ULWDLQ·V KLJKHU HGXFDWLRQ V\VWHP
Finally, also the relative supply series for other age groups shows twisting
consistent with the variation shown in Figure III as the slowdown in
educational attainment for cohorts born between 1955 and 1970 runs through
the age bands up to the age of 46-50.
The remainder of this section provides a further test of the simple
demand-supply model captured by equation (3) and differs from CL in two
important ways. First, it allows cohorts born between 1955 and 1970 to grow
older and therefore to relatively increase the college premium for older age
groups tRR6HFRQG%ULWDLQ·VH[SDQVLRQLQLWVKLJKHUHGXFDWLRQV\VWHPEHWZHHQ
1988 and 1994 possibly decreases college premiums for cohorts born between
1970 and 1976.9
III.A. Cohort effects in the returns to college
Table I tabulates college-high school wage gaps by age groups and year
groups. The table entries are estimates of the difference in mean log weekly
wages between men with a college degree versus those with any A-level or O-
level qualification. Each year group contains a rolling age group and
regressions for each age group within each year group include a linear age term
and a dummy for which GHS sample the data are drawn from.
2 The Data
Appendix contains more details about how the relative earnings measures have
been constructed.
The entries in Table I provide a variety of information. First,
comparisons down a column of the table show the change in the college
premium for any given age group over time. Generally, relative wages for
higher educated workers fell in the late 1970s and early 1980s before showing
an increase from the 1980s onwards except for periods of relative stagnation in
the early 1990s and early 2000s. Comparisons across the rows of Table I reveal
the age profile of the college-high school wage gap at any point in time. As
would be expected from the human capital literature (predicting that higher
education graduates need to be on steeper earnings profiles), there seems to be
evidence for a persistent concave relative age-earnings profile.
2 By rolling age group is meant that, for example, for year group (t-2 ) -(t+2 )workers aged 24 to
58 are used in (t-2 ) , workers aged 25 to 59 in (t-1 ) , workers aged 26 to 60 in t, workers aged 27
to 61 in (t+1 ) and workers aged 28 to 62 in (t+2 ) .10
However, given the evidence presented in Figures III and IV, it is
unlikely that all the variation in college premiums by age-year cells will be
captured by age and year fixed effects only. One way to look for the
importance of changes in inter-cohort trends in educational attainment is to
directly decompose the variation in relative earnings into age group, year group
and cohort fixed effects. More formally, one can use the following regression
equation:
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where j A and t B capture age group and year group fixed effects respectively
and where j t D  is the product of a vector of year-of-birth dummies and their
coefficients. The final term reflects sampling error.
Table II presents point estimates for year group and cohort coefficients
using (4). The first two columns restate the results reported in CL. The first
specification only uses cohorts born before 1950 and includes nothing but age
and year fixed effects. The reported year effects show a decline in the college
premium in the late 1970s and relative stability thereafter. The second column
fits the data for all cohorts available up to 1996 but restricts cohort effects to
be the same for those born before 1950 to allow for identification. It is clear
from a comparison between the first and second column that the slowdown in
educational attainment growth rates for cohorts born after 1950 goes some
distance towards explaining variation in college-high school wage gaps across
age-year cells. The third and fourth columns aim to replicate the CL findings11
using the more recent 1975-2003 GHS. The reported coefficients on the
cohort dummies and their standard errors are very similar indeed.
Given the expansion of higher education in Britain between 1988 and
1994, an additional test of the simple demand-supply model given by (3) is to
see whether cohorts born between 1970 and 1976 have lower returns to
college. To this end, the final column of Table II includes data on all available
cohorts. Remarkably, relative wages for the youngest cohorts are about fifty
percent lower than for cohorts born a decade earlier. Also note that the
coefficients for cohorts born between 1955 and 1970 are similar to those in
column four despite the fact that column five allows these cohorts to affect
older age bands too through the inclusion of more recent GHS sampling years.
If anything, this is evidence in support of the simple demand-supply model
outlined above.
III.B Estimating the substitutability between cohorts
Equation (3) can be simplified to
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where j E is the product of a vector of age group dummies and their
coefficients and where t F captures changes in aggregate relative demand or
supply. The third term reflects the importance of age-year group specific
variation in identifying a finite elasticity of substitution between workers of a
different age. The final term reflects sampling error.12
The first column of Table III replicates the point estimates found in
CL reporting an elasticity of substitution of about 4 (1/ 0.233). The second
column aims to reproduce this result using the 1975-2003 GHS and finds an
almost identical estimate for A V . The final column of Table III further includes
sampling years 1996 to 2003. Just as in Section III.A, the use of more recent
sampling years provides a twofold test of the CL hypothesis. First, it allows
cohorts born between 1955 and 1970 to grow older and therefore to relatively
increase the college premium for older age gURXSV WRR 6HFRQG %ULWDLQ·V
expansion in its higher education system between 1988 and 1994 possibly
decreases college premiums for cohorts born between 1970 and 1976.
Accounting for both, the final column of Table III finds an estimated partial
elasticity of substitution between different age groups of about 5 (1/ 0.210)
which is remarkably similar to estimates derived from the first and second
column.
In sum, it is intuitive to think that young college graduates are more
suited to doing certain tasks relative to older college graduates. But what is
remarkable is that differences in inter-cohort trends in the relative supply of
educated labor seem to go a substantial distance towards explaining college
premiums by age-year groups.
IV. The Av erage College Premium and Wage Inequality13
Figure V uses the 1975-2003 GHS to illustrate the well documented
decrease in wage inequality during the late 1970s and its subsequent increase
during the 1980s in the UK. Figure V also shows a similar pattern for the
overall average college premium. This section will therefore examine the
proximate question what part of the increase in the average college premium
and therefore wage inequality during the 1980s can be attributed to the simple
model estimated in the previous section.
Pooling observations into age and year groups as in the previous
section, Figure VI plots the average college premium across age groups over
time. That is, the solid line in Figure VI is given by
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where sjt is the fraction of all workers aged j at time t. In line with the
estimated college premiums in Figure V, also this approach shows a sharp
increase in the college premium after 1978-1982.
The dashed line in Figure VI consists of the predicted college premium
in any given year using (5) and the full sample. More specifically, the plotted
predicted wage gap for any year group t is given by:
(7) Ö Ö log( / ) log( / )
c h c h
t t jt jt jt
j
W W s W W  ¦
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where a hat reflects the use of coefficient estimates. As would be expected
from the high R-squared found in the last column of Table III, predicted and14
actual college premiums move closely together, indicating the accuracy of the
simple relative supply-demand model presented above.
An interesting question also is how much of the overall change in the
average college premium and therefore wage inequality can be explained by
secular shifts in the demand and supply for college workers (captured by the
time fixed effects in (8)) on the one hand and the slowdown in educational
attainment growth rates after 1978-1982 (captured by the final term in (8)) on
the other. A simple way to distinguish between secular relative demand or
supply shifts and age group specific relative supply shocks is to construct a
counterfactual series of the average college premium assuming there was no
fall in educational attainment growth rates.
Looking back at Figure III, it is clear that educational attainment grew
at pretty much a constant rate for cohorts born before 1955. This implies that
all ) / ( jt jt H C were increasing proportionately (say, at rate K) as more
educated cohorts gradually entered older age brackets. If this is the case and if
an increase in the relative demand for college workers is also best described by
a linear time trend (say, with slopeJ ), equation (5) rewrites as:
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where (10) t H C Ft ) ( ) / log( 19 7 5 19 7 5 19 7 5 J K J     
and (11) t H C H C j j jt jt K    ) / log( ) / log( 19 7 5 19 7 5
Using only cohorts born before 1955 and corresponding estimated
fixed time effects from (9), parameter estimates of all coefficients in (10) and15
(11) can be obtained. After having obtained an estimate for the left-hand side
of (9), equation (6) then shows how to calculate the counterfactual average
college premium for each year. Note that one can also predict the
counterfactual college premium for years after the 1955-cohort entered the
sample since the time variation on the right-hand side of (9) only depends on
the initial distribution of college attainment in 1975 and time t. Plotting (6) for
each year then gives the counterfactual series given by the dashed-dotted line
in Figure IV.
Figure VI shows that between 1978-1982 and 1997-2000 the actual
college premium increased with 16 log points from 0.28 to 0.44.
Counterfactual wage gaps show that the college wage premium would have
increased by 8 log points if only the relative demand and supply of college
workers would have grown proportionately over time as they did before 1983-
87. This suggests that the slowdown in educational attainment growth rates for
cohorts born after 1955 could have increased the average college premium by
as much as 8 log points or about half of its total increase. Similarly, Figure III
showed a 40 log point increase in the log(90/10) wage differential from 0.92 in
1980 to 1.32 in 2000. Assuming that an 8 percentage point increase in the
college premium leads to about a 16 log points increase in the log(90/10) wage
differential, the fall in educational attainment growth rates for cohorts born
after 1955 can explain as much as forty percent of the total increase in wage
inequality.16
The estimated impact of inter-cohort differences in educational
attainment growth rates on the average college premium and wage inequality is
derived from what is merely more than back-on-the-envelope computations.
Their relevance should therefore be judged with some caution. Nevertheless,
the analysis so far leaves little doubt that a simple model accounting for the
relative demand and supply of college labor goes a substantial distance towards
explaining changes in the average college wage premium and wage inequality
over time.
Conclusions
This paper has argued that a simple aggregate model of labor demand
and supply can go a substantial distance towards explaining the recent changes
in employment and wages. In doing so, it has exploited the acceleration in
college graduates entering the UK labor market in recent years. In line with a
textbook demand-supply model, it was shown that the recent increase in
college attainment growth rates has lead to a decrease in the college premium
IRU%ULWDLQ·Vyoungest workers.
Moreover, the economy-wide average college premium and therefore
overall wage inequality are expected to decrease as younger cohorts will come
of age. ´(GXFDWLRQHGXFDWLRQHGXFDWLRQµWKHUHIRUHVHHPVWREHan effective
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College-high school wage gaps by age groups and year groups
Year groups 26- 30 31- 35 36- 40 41- 45 46- 50 51- 55 56- 60
1975- 1977 0. 159 0. 256 0. 356 0. 356 0. 378 0. 412 0. 460
( 0. 026) ( 0. 031) ( 0. 038) ( 0. 038) ( 0. 051) ( 0. 058) ( 0. 070)
1978- 1982 0. 110 0. 240 0. 291 0. 367 0. 360 0. 361 0. 426
( 0. 018) ( 0. 020) ( 0. 025) ( 0. 029) ( 0. 035) ( 0. 044) ( 0. 057)
1983- 1987 0. 194 0. 241 0. 335 0. 364 0. 385 0. 402 0. 499
( 0. 022) ( 0. 024) ( 0. 026) ( 0. 034) ( 0. 039) ( 0. 043) ( 0. 053)
1988- 1992 0. 274 0. 375 0. 388 0. 325 0. 465 0. 439 0. 369
( 0. 027) ( 0. 028) ( 0. 029) ( 0. 030) ( 0. 039) ( 0. 047) ( 0. 070)
1993- 1996 0. 262 0. 405 0. 436 0. 335 0. 406 0. 352 0. 307
( 0. 033) ( 0. 033) ( 0. 035) ( 0. 036) ( 0. 042) ( 0. 063) ( 0. 097)
1997- 2000 0. 325 0. 485 0. 568 0. 483 0. 499 0. 472 0. 315
( 0. 040) ( 0. 042) ( 0. 053) ( 0. 052) ( 0. 060) ( 0. 071) ( 0. 103)
2001- 2003 0. 310 0. 419 0. 433 0. 440 0. 416 0. 520 0. 490
( 0. 034) ( 0. 033) ( 0. 035) ( 0. 036) ( 0. 040) ( 0. 045) ( 0. 077)
Age groups
Notes: The table entries are estimates of the difference in mean log weekly wages between men with a
higher education degree versus those with A-level or O-level qualifications. Each year group contains a
rolling age group and regressions for each age group within each year group include a linear age term
and a dummy for which GHS sample the data are drawn from. See the Data Appendix for more details
about the construction of higher education wage gaps by age groups and year groups.19
Table II
Decompositions of college-high School wage differentials by age and year into
cohort, age and time fixed effects
1975-2003
ol dest c oh ort s
on l y
ol d est c oh ort s
same
ol destc ohort s
on l y
ol destc oh ort s
same
ol destc ohort s
same
Year ef f ec t s
1975-1977 0.000 0.000 0.000 0.000 0.000
1978-1982 -0.086 -0.076 -0.026 -0.035 -0.034
(0.021) (0.018) (0.019) (0.017) (0.018)
1983-1987 -0.057 -0.069 0.003 -0.021 -0.015
(0.025) (0.021) (0.022) (0.019) (0.021)
1988-1992 -0.041 -0.037 -0.001 0.005 0.016
(0.028) (0.025) (0.026) (0.023) (0.024)
1993-1996 -0.060 -0.039 -0.033 -0.021 -0.013
(0.038) (0.031) (0.036) (0.029) (0.029)
1997-2000 - - - - 0.044
(0.033)
2001-2003 - - - - -0.021
(0.044)
Coh ortef f ec t s
1950-1954 - -0.009 - 0.006 -0.001
(0.019) (0.018) (0.018)
1955-1959 - 0.075 - 0.089 0.074
(0.025) (0.024) (0.024)
1960-1964 - 0.134 - 0.140 0.113
(0.032) (0.032) (0.030)
1965-1969 - 0.162 - 0.146 0.160
(0.046) (0.047) (0.037)
1970-1974 - - - - 0.113
(0.047)
1975-1979 - - - - 0.103
(0.073)
Degrees off reedom 14 20 14 20 30
R-sq uared 0.85 0.92 0.84 0.91 0.89
C-L 1975-1995
Notes: Standard errors are in parentheses. Models are fit by weighted least squares to the age
group by year group wage gaps shown in Table I. Weights are the inverse sampling variances
of the estimated wage gaps. All models include age group fixed effects.20
Table III




1975-1977 0.000 0.000 0.000
1978-1982 -0.032 0.068 0.056
(0.023) (0.034) (0.029)
1983-1987 0.060 0.143 0.162
(0.034) (0.067) (0.054)
1988-1992 0.149 0.203 0.231
(0.039) (0.079) (0.063)
1993-1996 0.199 0.266 0.285
(0.044) (0.093) (0.074)
1997-2000 - - 0.356
(0.090)
2001-2003 - - 0.384
(0.086)
Degrees of freedom 23 23 35
R-squared 0.86 0.87 0.87
Age-group speci fi c
relati v e supply
C-L 1975-1995 1975-2003
Notes: Standard errors are in parentheses. Models are fit by weighted least squares to the age
group by year group wage gaps shown in Table I. Weights are the inverse sampling variances
of the estimated wage gaps. All models include age group fixed effects.21
Figure I
The number of articles using´dHPDQGµRU´sXSSO\µas a % of the total number of








































A textbook model of labor demand and supply
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Figure III
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year of birth
Notes: See the Data Appendix for more details about the construction of relative supply
measures.24
Figure IV



































Notes: The relative supply indices are the residuals from a regression of the log difference
between hours worked by higher education graduates and high school graduates by age
group and year group onto age group fixed effects and year group fixed effects.25
Figure V






























































1975 1980 1985 1990 1995 2000
year
log(90/10) college/high-school wage gap
Notes: The college/high-school wage gap is the weighted mean across age groups of the
estimated difference in mean log weekly wages between men with a higher education degree
versus those with A-level or O-level qualifications for each two-year period. Each period
contains a rolling age group and regressions for each age group within period include a linear
age term and a dummy for which GHS sample year the data are drawn from.26
Figure VI
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Notes: The predicted wage gap is the weighted mean across age groups of the predicted
difference in mean log weekly wages between men with a higher education degree versus
those with A-level or O-level qualifications for each year group using equation (5). The
counterfactual predicted wage gap uses cohorts born before 1955 to provide estimates of the
predicted counterfactual impact of the secular increase in the relative demand for and supply
of college workers and therefore does not account for the impact of inter-cohort differences
in educational attainment growth rates.27
Data Appendix
A. Relativ e S up p lyMeasures
U.K. workers are divided into five education groups for the purpose of constructing
supply measures of higher education graduates relative to high school graduates using
the 1975-2003 GHS. The group of higher education graduates consists of all workers
with a higher degree (Census Level A); a first degree/university diploma or
certificate/qualifications obtained from colleges of further education or from
professional institutions of degree standard (Census Level B);HNC/HND/BEC/TEC
Higher/City & Guilds Full Technological Certificate/university diploma or
certificate/Qualifications obtained from colleges of further education or from
SURIHVVLRQDOLQVWLWXWLRQVEHORZGHJUHHOHYHOEXWDERYH*&(¶$·OHYHOVWDQGDUG&HQVXV
Level C). The group of high sc hool gra d ua t es c on sist s of t hose whose highest
q ua lific a t ion is a n y n umb er of A-levels or O-levels wit h or wit houtc ommerc ia l
TXDOLILFDWLRQVFOHULFDODQGFRPPHUFLDOTXDOLILFDWLRQVZLWKRXW*&(¶2·OHYHO*&(¶2·
level ingra d es D or E; a ppren t ic eships; n o q ua lific a t ion s.
Rela t ive supplymea sures a re c on st ruc t edb ysummin g up usua l week lyhours of work
of a ll ma le work ers ( self-employ ed a n d wa ge a n d sa la rywork ers) b ya ge a n d y ea r.
Bec a use of t he rela t ive sma ll siz e of t he GHSsa mples, work in g hours a re summedover
a ge groups a n dy ea r groups. For ex a mple, y ea rs 1 9 7 8t o 1 9 8 2pool work ers a ged2 4t o 5 8
in1 9 7 8 , a ged2 5t o 5 9in1 9 7 9 , a ged2 6t o 6 0in1 9 8 0 , a ged2 7t o 6 1in1 9 8 1a n dwork ers
a ged2 8t o 6 2in1 9 8 2 . S imila r rollin g a ge b a n d s a re usedt o c on st ruc tot her y ea r groups
a n drela t ive supplymea sures b ya ge group wit hinea c h y ea r group.
B. Re l a t i v e Wa g e Me a s u r e s
Wa ge ga ps inTa b le Ia re b a sedonsa mples of week lywa ges for menwit h ahigher
ed uc a t iond egree a n da nA- or O-level d egree. For y ea rs 1 9 8 3t o 1 9 8 7 ,report edwa ges
a re d ivid edb ypa yperiodt o c on st ruc t a vera ge week lywa ges.
The wa ge ga ps a re est ima t edinsepa ra t e regressionmod els for ea c h a ge group/ y ea r
group c omb in a t ion . These regression s a ll in c lud e ad ummyfor ha vin g ahigher ed uc a t ion
d egree,alin ea r a ge t erm a n dd ummies for whic h GHSsa mple t he ob serva t ion wa s
d ra wnfrom. A simila r proc ed ure is usedt o c omput e wa ge ga ps b yex perien c e groups,
ex c eptt ha tt he regressionmod els for ea c h ex perien c e group in c lud e alin ea r ex perien c e
t erm in st ea dof alin ea r a ge t erm. The in verse of t he est ima t edva ria n c e of t he c oeffic ien t
ont he d ummyfor ha vin g ahigher ed uc a t iond egree is useda s weightint he mod els
report edint he pa per.